Approved For Release 2010/05/06 : CIA-RDP87T00759R000100160010-9

THE UNITED STATES TRADE RePRESENTATIVE
WASrNG TON
20506

May 20, 1985

i MEMORANDUM :

1. - '
¥ 1 R A . y
it 4¥m ROGHR PORTER
. FT FROM: MICHAEL B. SMITH, Acting ;-
e ' " H .. o
’ ;ﬁ;la_’suBJEC‘!“: " Background Paper, on Telecom
L ‘ f
N é' : : | :
- As you may recall, you askpd me to have a three page summary
: pfepared of the ';'PSC 'rgaqu;rce's Study on Telecom. Attached
- 13 the summary with update statistics to reflect trade for
.-the full ;(eaf 1984. I1f yop need any more information, plcase
, feel free to'call. Thanks '
Attachn&n';
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F--The Ungted States is the world's leader in the consumption,
Sl production, and saleg of telecommunications equipment. Its
technology is unsurpassed., But, its trade position is
itnferigr to that of its principal trading partners.l

'‘Phe United States accounts for 38% of world production in
Kl telecommunications equipment, while the EC, Japan and Canada
;,ijeach account for 22.5%, 1l1%, and 4%, respectively.2

. Qur 1982 .surplus in tglecommunications equipment of over
" $120 million shifted to a deficit of more than $772 million
“-in 1983, : In 1984, ouf deficit more than doubled to over
“ $1.44 billion.3 In 1983, our major trading partners --
»wt Japap, the BC, and Canada -- had global trade surpluses in
¥ telecommunications equipment of $1.25 billion, $935 million,
- and $3¢G3 million, respeqtively.

== _ The reason for the lesy impressive U.S. performance in the
interngtional trade of tglecocmmunications equipment is not the
level of 0U.S. technolo relative to other suppliers or the
. undeglying growth of tta{ U.S. telecommunications sector. We
are untiurpassed in digiyal switch, microwave, lightwave, and
{ satelljite technology. &nd, the telecommunications macket in
other parts of the worly has generally grown as fast as the
U.S. mscket, However, in low technology equipment such as
hand-h¢ld. gets, key telephone systems, and facsimilies, we

are at a price disadvantage.

- The inferior U.S. trade position is due to the following
factors:

 ©0 The unjlateral opening of the U.S. telecommunications
market beginning with the 1968 Carterfone decision and
culminating with the 1982 Consent Decree has increased
-~ competition, both domgstic and foreign, for equipment
saleg to private customers and regional telephone companies.
Those actiqns were taken without consideration for their
interngtional trade effects.

0 Through their postal telephone and telegraph companies
(PTTs) and other public entities, most foreign govern-

lpor the purposgs of this degscription, we will discuss only the
markets for the United States, Japan, the EC, and Canada because
these four pntities account for almost 80% of worldwide apparent
consumption. Thlis aggregatiop is analytically sound and simplifies
the preseptytion of massive amounts of data.

Trade data include only extra-gC trade.
3Trade data based on 1934 ITC definition of telecommunications.
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ments direct the purchase of telecommunications equipment

JdI'l ko domegtic suppliers. Purchases by these public entities
Bi. lare not as sensitive to price considerations as purchases by
Bk private entities Lecause they often are influenced by

-

“hon-mprket, sometimes political, considerations. Moreover,

PTT purchases are not covered by the Government Procurement

"'Ldeode: hence, they can be made on a non-MFN, discriminatory

TR

'basis. PrT's typically account for about 60% of a country's
telecommunications market and influence the other 40%
(end-user pujchases of terminal equipment) through certifica-
tion and approval procedures. As a result, most of the world

market qutsije the United States remains closed to traditional

market competition.
o Other countries haye Leen more aggressive than the
United States in promofing telecommunications equipment

1

‘exp0tts thrqugh their exwort financing banks.

. 1 .
o And, the high value of the dollar has helped make foreign
telecommunications equibment more price competitive ir the

. u.S. mazkek. |

! |
o Historigally, U.§.firms were not challenged by foreign

firms in ouf market and were not export-orinted. In a 1922

Consent [ecree, AT4T 'was forced to divest ITT and was
prohibited from engaging in overseas business.
Telecommunications co“panies sell to foreign customers
through fareign subsidigries, at least in part to get atound
market distortions creaﬂed by government intervention. For
example¢, Eyropean subsipiaries of U.S. companies genetated
over $3 billion in revenues ir 1983, while we exporteu only
$29% milliorn in telecgmmunications equipment to Furuvpe.
U.S, companies are ajso0 well invested in Canada. And
Japanese, (anadian, and European firms have considerable
investments in the Unitgd States.

In 1984, the U.S. deficit with Japan was Over $1.2 ballaon.
This is nearly double ot 1983 deficit ot $674 milliod whiaeh
was 704 higher than our 1982 deficit of $395 million. Jupal
is the largest spurce of imports 1into the U.8. rarket,
accopupting in 1983 for 45% of U.S. imports and 4/% ot
Japan's exports of telecommunications equipment. Japan's
telecommunications equipment market is and will continue tO
be dominated by Nippon Telegraph and Telephone Publac
Corporation (NTT), a private entity as of April 1 with
1009 stock ownership by the Government of Japan. It controls
40% of the Japanese market for telecommunications equipment.
The NTT Agreement resulfed in only $330 million in U.S. tales
during thg first four years of the agreement, only 20-30%
of which wps telecommunications eguipment.
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Dt,lnRQBSID Conn national markets are dominated by
mehelr 'individual prr's who prefer to purchase equipment
3ganufa¢tuted within their borders. European firms face
iasignificant barriers in selling in other European markets,
hand, because of this, vigorously pursue export markets
‘outside the Community. This helps explain the EC's overall
trade surplus in tejecommunications. In 1984, the United
Ugtates had a $240 milliop surplus in trade with the EC, a
¥§nunbot spbstantially unchanged over the past five years.

' i@f!n 1984, the United Stytes had a trade surplus with the
L zgd:m_nn'n.gxm_ot._w. prance. , and the
Ak, Kingdam of; $43 “ililion, $2 million, $23 million, and §104
croveme million, rrppectively. The national PTT in each of these
markets controls anywhgre from 70-92% of all domestic
: purchasds. pomestic producers, in turn, supply from 80-93%
\#npee OF totlal Jomestic demand  for telecommunications.

-=' 'In the Uni jdos. . the PTT monopoly was abolished in
71981 and British Telecom, a government corporation, vas formed
to take charge of teleﬁomnunications services. British
'Telecon was ptivahiced.earliet this year. Overall, the
=:,0.XK. has the most libejalized telecommunications macket
in Europe and appeags poised to take the fastest steps
toward mor¢ competition.

- In 1984, we had a $140 pillion deficit with canada:; a shatp
increase from our s11 million deficit in 1982. The Canadian
industry is regulated ay both a tederal and province level.
The provincial telephong companies procure locally. The
canadiih Government alsthas publicly encouraged the private
sectotr Lo “Buy canadjan® when purchasing telecommunications
equipment. The second major non-tariff barrier 1n the
' canadian market is vertical integ:ation-~Nozthern Telecom 18§
. ~. majority-owned by Bell of canada. Hence, Bell Canada buys
90% of its equipmepnt from Northern Telecom. Canada also has
a 17.5% tariff, the onlw major tariff barrier facing U.S.
exportgers 1in industrial countries.

--  Tajwan, Korea, Hong Kongd. and Singapoxe are major exporters
‘ of cusiomer premise equipment to the United States. While all

of these countries had a surplus in telecommunications
trade with the United States in 1984, their overall position
is deteriogating as p.S. consumers appeart to be buying fewer
low-priced telephone sets. Due to their rapid rate of
) _ economic growth, these countries are large export matkets
e for U.8. industry, NO significant trade barriers exist that
- hinder U.S. suppliers in these markets. Often our major
— disadvantage in competing in these markets is the lack of
o export financing for U.S. suppliers compared to that offeced
“i. by pur principal competitor governments.
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‘TEFhe Danfprth telecommpnications trade bill poses fundamental
JAElssues for the Administuation’s conduct of trade policy -- it
+4ibrovides specific negotiating authority to open foreign tclecom-
"wﬁ‘inicationa markets, but limits Presidential discretion in deciding
‘{8 bether and when to retaligte and in mandating sectoral reciprocity
W¥hr telecommunications., The EPC must now decide whether: (1)
Bk bhe Adningstration wants sugh new negotiating authority specifically
§- 980  telecommupicationsy (2) 1f it does, in what form; and (3)
Bf it does no(, how to &:ane our opposition in the least confron-
2ationsl mannpr. This degision is, to a large extent, a matter
political judgment.
EUMMARY O v
t »
, fle bill's intent is tp ”ive the President negotiating leverage
it ito open foreign markets for U.S. telecommunications eyuipment
end services. Specifically, it includes two elements:

First, the bill requires the President to undertake negotiations
"IWith couptries that have substantial, but partially closed,
lfelecommunications markets to achieve *substantially equivalent
lgonpetitivc opportunities® (®SECO®) as compared to those available
EPto foreign suppliers in the U.S. market. To do this, the President
”ﬂﬂbfhuthorized to make concessions affecting U.S, trade in telecom-
4munications and other producta, subject to Congreasional approval.
If ho agreement is reached withintwo—years; the—President is
rpquired to take any of geven retaliatory actions “as necessary
) fully achieve® the bill's objectives, including SECO.

sSecond, the hill requiges retaliation by the USTR against those
fcountries which he findg have violated an agreement affecting
itelecommunicagions trade. A "violation®" for this purpose includes
ithe failure of U.S, telecommunication exports to a particular
“lcountry to achieve a level “reasonably anticipated® under the
u”,wmd‘trade agreement in light of the competitiveness and export potential
s-lof the U.8. ipdustry.

4 wns- Positive Elements: The bill has several positive elements,
, zi;;thg most important of whigh include:

':  (‘1) giving the President new authority to grant trade conces-
S sions in telecommugications and other areas, subject to
N Congressional approvyl on a fast-track basis;

-
¥
El

3
—

t2) givingiwhe President authority to compensate countries

against whom he retaliates as may be necessary under the

¥
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*_' GATT; and

o violf 19 putting pressure on our trading partners, particularly
44:  Japan,: to liberalize their telecommunications markets.
o 4
gative Blexents: The bill's negative elements include:
!

) requiring the Pregidgnt to seek no less than sectoral recip-
*t rocity in his negotiations on telecommunications or retal iate;

effectively making telecommunications trade the President'sg
+ - highest negotiatin priority in the sense that it would
. " be the only sertar in which he will be authorized to seek
. liberalization in ffetucn for U.S. concessions in other
- areasy

‘trapsfegring the existing 301 authority to retaliate on
telecommunications from the President to the USTR; and

running the risk if we retaliate that other countries would
counter-retaliate thereby closing telecommunications markets
- both here and abroad.

This bill reflects growing discontent in the Senate and in the
Teedusiness community over the Administrationts—trade policy as
‘[|lgr it relateg to telecommunications. Last year, when Senator Danforth
Wi introduced similar legislation, his colleagues and the business
?&1ﬁx}pmmunity showed little interest. This year, the bill has five
:f;i¢§-aponaors (Senators Bentsen, Heinz, Inouye, Lautenberg, and
;é,w lson). And, the industry (ATsT, IBM, GTE, and the Chamber
' Mivof Commerce) now support the need for special trade legislation
) t¥ion telecommunications., Labor, as represented by the IBEwW, feels
#ithe bill isn't tough enough. This discontent has arisen because
t¥-the Administration has not retaliated against any nation, particu-
}j%ﬁla:ly Japan, for failure to open its telecommunications market.
iLasfi€nce, the Present bill 18 intended to limit the President's
t

f

Vil existing discretion to decide whether and when to retaliate.
fF,If negotiatiomps fail o opgyn markets within two years, retaliation

is mandatory;

. | .
-+ The Administration has avojded taking a formal position on Senator
, Danforth's teqlecommunic jions trade bills. Last September we
¢ Were asked to testify, but at the last minute declined to appear
because of internal differences on the bill. These differences
_remain umte$91ved in consideration of the present bill so the
Administration declined go testify on it at a May 3 hearing,
An Administration positipa should now be conveyed to senator
Danforth as sgon as possible and no later than the mark-up which
ig likely tofoccuz imnediately after the Memorial Day recess.
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k!our trade halance in telecommunications continues to deteriorate
apidly (as we expect i to), some Congressional action this
'deasion can be expected. ore troublesome legislation has alieady
Jﬁeﬁp introduc¢yd. The Chafee bill, for example, prohibits imports
,'QAJapanele telecommupications equipment until the President
gertifies that Japan is as open as the U.S. market. Opposition
‘the Danforth bill could give impetus to these other bills.

'j: ! H
bRk, 185028

5.;:. |

thre ars espentially fqur issues that the EPC must address
n deciding what recommendations to make to the President on.
che Danforth bill,

o
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st Iasne:s Does the Administration want additional, sector-
Bpecific negotiating autbority (i.e., authority to reduce U.S,
krade barriers in exchange for market access concessions from
pther couptriss solely in telecommunications)?

uﬁuthis ls the fundamental, philosophical issue. If as a matter
mewm;f general trade policy the Administration does not want sectur
‘%8f:fific negotiating authority, it should oppose the Danforth
l.?nﬁ? : | |
MYiThe Presjdent already has the authority under Section 301 to
’ estrict 8 country's accesy to the U,S., telecommunications market
1a}::A8 a means for creating hegotiating leverage. (Such authority
-has never been invoked; Ed Spencer of the U.S./Japan Advisory
rg{ﬁﬂroup hay written Secretary Baker urging Section 301 action
*'against Japan as soon as gosaible.) The Danforth bill enhances
'Bection 301 leverage by gi ing the President additional authority
'"t0 restrict access %o the U.S. market and by authorizing the
T‘tggident to give concessions on telecommunications and other
roqucts.

Fhe
ey "

¢ {" The agencies disagree about, the need for this additional, sector-
4 k. 8pecific negotiating autPpority. Some believe that acvepting
~. - :=:8uch authority gets acﬂange4ous trade policy precedent in codifying
]+ 8sectoral reciprocity and in allowing Congress to grant nego-
wi--tiating authority on § sectoral basis rather than a general
" basis. These agencies a}so believe that the President has adeguate
r-~existing authority to negotiate and that one-way authority to

- grant concessions in thpt Bectors would not be particularly
useful. : ‘

Other agencies beligve tjpat we need the additional authority
to open telegommunications markets other than Japan. They arque
that the only:negotiating l¢verage we currently have is threatening
to close the U,S. market unless other countries agree to unilater-

ally open their markets. This ®negative negotiating levetragye®
alone {s of limited utility because many nations (i.e., the

——
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ropeag Community at present) stand to lose little if the U.S,
tket i{s closed to them. The Danforth bill improves this situation
r giving the Presideny "positive negotiating leverage®; that
§, the authority to grant 0.S. concessions in a telecommunications
ade agreement. This gives the President a clear legislative
ndate to negotiate.

KR

;. .
§ wann e -

R

g: If the Administration wants additional, sector-specific
gqotiating authority, Cypn it accept some limit on Presidential
scretion 1jp deciding whgetber and when to retaliate as a trading

p, vith Copgress to get the authority?

ki o Sl W RPN P SRR B

, gx;,ta an {(mportant issue to Senator Danforth and the business
'cammunity bgcause they are convinced that the President will
. gfor retallate unless he is required to by law. No agency
jpupports the limits currently included in the bill. However,
i would arcept, rather than mandatory retaliation, the require-
that the President report to the Congress in writing on
*. he uses all the authorities that would be granted to him
the bill. other agencies believe that we should not compromise
njithis issue at all, '

B SIE TR BT M RWEL. € A O RY T S e
ATu 8 351 ¢

¢ If the Administration wants additional, sector-specific
ing authority, cam it accept required sector teciprocity
€., SECO) as the principal negotiating objective as a trading
p'vith Congress to get the authority?

1) *;tiatl
e
3B

Thth issye ig not as critical to Senator Danforth and the business
. gommunity as the second issue~ 18, No agency supports required
' ' EEISECO or SECP defined ag the mirror image of the U.S. market.

}$SECO in this context would constitute strict sectoral reciprocity
iland hence would be contrary to the Administration's trade policy.
#l.But, the Adpinistration has already accepted SECO as one of
g many negotiating objectives we should try to achieve. SECO
‘f&~is & major objective ip the MOSS negotiations with Japan and
u.e Wa8 accepted by the Administration as a general negotiating
ti objective in the 1984 trade act.

' - What would be the impact of the Administzation's
on {evelopnent of the telecommunications market?

& ﬁfgpouigion

&gﬁgzlf the Administration oppgses the Danforth bill, the U.S. business
i %#comqunity and our tradipg partners will infer that we are not
Piwpe 3€Fl0us about opening fgrelgn markets. This will diminish the
‘t+ v 1likelihood of succeedipng in our efforts to expand U.S. exports,
tiuare@nd the trade deficit in telecommunications will likely continue
. to increase well beyond $2 billion. On the other hand, if the
‘-~ .Administratian supports the bill and it is enacted, the President
.. Will praobably end up retaliating against some nation, probably
the Eurqpean Community, which will likely counter-retaliate.
The result gill be a mare restricted world market in telecommuni-

l

i
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kions to the detriment of consumer welfare worldwide. Approxi-

Shhtely $50 billion in telecommunications equipment was purchased
boyldwide lagt year, about 40 percent (i.e., $20 billion) of
ihch was purchased in the United States.

H

Administration essentiylly has three options.

1: Suppext the BAL)

-4 hhtl approach, the EPC would recommend supporting the
with small technical ghanges. ,

ﬁ‘ President has little negotiating leverage to use to open
g4 rieign telecommunicatiops markets, Therefore, he needs the

rful leverage created by automatic denial of access to the
-market if countries £yil to open their markets to U.S. equip-~
'and services. In addition it is highly unlikely that the
ent will be able politically to offer concessions affecting
wher isectors to gain accegs on telecommunications. The Congress
duld| be unlikely to approve an agreement which includes such
p‘sparent trade-off,.

t-'a Sends unequivocal message to the Japanese, the EC,

"; and Canada that the United States is serious about
achieving access to their telecommunications markets.

Limits Presidentipal and USTR discretion.

0 Would require the Administration to detertmine publicly
whether other nations are granting U.S. firms SECO
{n telecommunications. Given current conditions, we
would probably have to identify most of our mrajor trading
partners as denying U.S. firms SECO or face serious
rcredibility problems with Congress and our tradiny
partrners.

o Probybly would lead to counter-retaliation by at least
some affected countries if we did retaliate, leading
s to a more restgicted markets (both telecommunications
. and gthers) to the detriment of consumer welfare wor ldwide.

[+ Ele&ates télecommunications to an unwarranted level
cope I § 4 pniority in light of overall U,S. trade interests.

1
f
[
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‘ip Sets the Administration's trade policy off on a course
g:. of bilateral sectoral reciprocity.

{ ’
gcommending this option, the EPC would make the fundamental
gsophical decisiocn thypt the Administration does not vant
1ed additjonal, sector-specific negotiating authority on !

5

}3 -unlcnh1onn.

*

L& b

bl
‘ chepident already has adequate negotiating authority. The
'9rth bill |8 therefore unnecessary. The bill limits curcent
dentjal discretion bys (1) requiring the President to
ahje in sector specifie negotiations on telecommunications,
rpby glving telecommunications priority over other sectors;
andating retaliatioy when negotiations fall, regardless
her U.S. interests; and (3) delegating current Presidential
on 301 authority to USTR. The legislation could set a
trade policy precedent, for a series of sectoral trade lavws

r than geaeral negotiating authority.

It

Lo
Sim

| o Avoids codifying policy of sectoral reciprocity with
each nation in tetecommunications and the negative

" \Lrade implications of such a policy.

o Avoids limiting the president's discretion with respect
to taking retaliatory action against countries.

Disadvpntages

e
ittt

styespind S

'y : @ May well antagonize the Congress and the business
1 community, thereby giving impetus to more troublesome
o legislation or expediting the pace of the Danforth

bill,

Unleps carefully handled, opposition to the bill could
reduce our leverage in negotiations with Japan, and

,,
- e
o

-

‘o

——— o
k> ——

-,2 I

the EC and Canadyj may {nfer that the Administration
is not very seriqus about opening those markets.

Negotiatin Does

g ! i

t ‘ :
In recommending this optipn, the EPC would decide that the Admin-

istration wants additiongl negotiating autbhority on telecommani-

cations apd vill'conﬂiﬁpr a modified version of the panforth
bill as a vehicle for getting that aatbhority.

‘ , E

i
}

———
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d Stapges has 23 sprious trade problem in telecommuni-
LD "onrs'{s the only totally open teleccmmunications market
world, and we are runnigg a significant and sharply increasing

2 Sipce 1982, our sectoral trade balance
reased from a $300 million surplus to a $1.2 billion
; This j8 particularly tzoubling because oul telecommuni-
t3gne p:qductp are in fact highly competitive. Other markets
ixestricted, and the existing international trade regime
jdes no avenue to achieve an equitable balance of market
i tunities. A bill which increases the President'sa negot iating
i ity without limiting the president's discretion would
jjﬁo tpe leverage of our negotiators to overcome foreign macket
yikiers. Rather than mandating retaliation, the Congress could
; #?.do sych new authority and ask the President to report on
YT i8S he Administration has
%;‘;: asonable prospect for working out such a compromise with
b}

it nad been used. It appears that t
{tor Dapforth and the industry.

Ry T

‘Could provide sigpificant leverage in market access

negotjations.

ith the Administration's decision to

Is consistent W '
in negotiations

make telecommunications a high priority
yith Japan.

'Avoids a backlash in Congress and in the business
community.

at new authority would substantially

. o0 Not clear th
' outlook for market access.

improve the

Could be construed 2as putting telecommunications ahead

of all other trage issues.

0 Haj lead to demands for equal treatment b
sectors,
|

y other

Vi ,Some agencies believe that choosing this option would
wpgmj, ,commpit the Adpinistration to work on a bill whose

Al . 'premise ~- bilatgral, sectoral reciprocity or retaliate
oy ( -—its contrary to the Administtation's trade policy.
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